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Southwestern Bell Telephone Company (SWBT) files this Opposition to the Petitions for
Reconsideration (PFRs) of AT&T and MCI, both of whom request the Commission to order SWBT
to make a one time Price Cap Index (PCI) adjustment reflecting the full amount of allegedly excess
exogenous costs included in SWBT’s PCIs during the period in which SWBT’s 800 Data Base tariff
was subject to the Commission’s Accounting Order. AT&T and MCI completely ignore four
important facts that are damning to the request they make in their PFRs:

1. The Commission has broad discretion not to require refunds when accounting orders are
instituted.

2. The petitions fail to account for the fact that price cap index reductions do not

automatically translate into price reductions and therefore do not necessarily require
revenue reductions.

3. The petitions fail to account for the monies that have already been returned to AT&T,
MCI and other access customers in the form of price cap sharing dollars.

4. The petitions fail to recognize that the pricing flexibility within the Commission's price
cap rules allows carriers to meet revenue objectives and other financial goals through
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alternative marketing and pricing means that could have left the total access costs to

AT&T, MCI and others unchanged.

Each of these facts are explained further below.

L THE COMMISSION HAS BROAD DISCRETION, WHEN ACCOUNTING ORDERS
ARE INSTITUTED, IN DECIDING WHETHER OR NOT TO REQUIRE REFUNDS.

Recently, the Commission chose not to require a refund from Bell Atlantic, even though Bell
Atlantic had overearned for the reporting period in question. In so ruling, the Commission stated:
“Section 204 of the Act allows the Commission considerable discretion regarding whether to order
rate refunds from carriers.”’ The Commission chose not to order a refund from Bell Atlantic because
of certain mitigating factors not relevant to this case. But the decision not to require a refund was
well within the Commission’s discretion.

In the present case, the Commission has chosen to require PCI adjustments on a prospective
basis only. This decision was no doubt influenced by the extremely lengthy period (over three years)
which transpired from the filing of SWBT’s Direct Case to the entry of the Commission’s Order.

Had the Order been issued sooner, SWBT could have made different business decisions which

would have left total access costs to petitioners unchanged.

QanaanmﬂlEQQNgJ MsmgmndenunQn_and_Qtdgz FCC 93- 399 (released August
27, 1993).
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II.  PETITIONERS FAIL TO ACCOUNT FOR PRICING BELOW CAP,

The Commission's rules specify that rate reductions are not required due to exogenous
reductions to price cap indexes (PCls) if the carrier is already pricing its services sufficiently below
the relevant price cap constraints. Part 61.45 of the Commission's Rules specifies that certain
adjustments be made to the price cap indexes (PCIs). These adjustments include an inflation factor,
a productivity factor and exogenous adjustments as required or allowed. Parts 61.46, 61.47 and
61.48 then describe the adjustments to other price cap constraints and actual prices that may be
required when a PCI is reduced.

SWBT priced its traffic sensitive and trunking services below their relevant PCls in each
of the years 1993, 1994 1995 and 1996. Due to this fact, any new Commission ruling that its 800
Data Base disallowed exogenous amount now be imposed retroactively to May 1, 1993 must take
into account that the exogenous reductions in those years would not require dollar-for-dollar price
reductions due to pricing below cap. To the extent that SWBT would have been required to make
any price reductions, the amounts of the price reductions would have been offset by SWBT's ability
to leave prices unchanged when pricing below cap. The SWBT amounts of below cap pricing are

displayed in Attachment 1 herein and are highlighted in the table below.



Southwestern Bell Tel. Co. -- Pricing Below Cap

($ 000's)
Traffic
Sensitive Trunking
Basket Basket
1993* 128.3 383.1
1994 2314 4,766.0
1995 582.1 5,485.9
1996 3574 5,976.2
Total 1,299.2 16,611.2

* May 1, 1993 through December 31, 1993

The essence of this point is that the Commission should not require, and could not sustain
a requirement, that the LECs give back any monies that strict enforcement of the price cap rules
would not have required (due to pricing below cap) had the lower amounts contained in the recent

800 Data Base Order always been applied.

1. PETITIONERS FAIL TO ACCOUNT FOR MONIES ALREADY RETURNED TO
CUSTOMERS.

AT&T and MCI fail to recognize that their request must be offset by the sharing monies that

have already been returned to themselves and other access customers. SWBT was in 50/50 sharing
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in each of the years 1993, 1994 and 1995.2 Due to this fact, any price reduction triggered by an
exogenous reduction would have to be reduced by 50% for the sharing benefits already provided to
AT&T, MCI and others. In other words, had the Commission required SWBT to reduce it revenues
in 1993, 1994 or ¥995 by certain amounts, earnings would have been lower and sharing would have
been less, offsetting by 50% the revenue reduction benefits now requested by AT&T and MCI.
A calculation of the necessary corrections to the revenue benefit amounts requested by
AT&T and MCI is contained in Attachment 2 herein. The net result of including both below-cap
pricing and sharing is that, even if the Commission concludes that retroactive application of the
Commission's exogenous decision is lawful, the $3.5 million amounts requested by the petitioners
must be reduced to $287 thousand.?> The pricing below cap amounts utilized in SWBT Attachment 1
and 2 are contained in the public record in SWBT’s tariff transmittals. SWBT has explained and
justified each of the calculations contained in Attachments 1 and 2, but would be willing to answer

any questions as needed.

2 With an effective date of July 2, 1995, SWBT elected the 5.3% productivity factor / no-
sharing option. SWBT calculations presented herein reflect this fact and contain an offset for
sharing benefits already provided only for the first portion of 1995. No sharing offsets were

computed here for 1996, as SWBT elected the 5.3% productivity factor / no-sharing option for
both halves of 1996.

* The $287 thousand amount includes interest computed at 11.25%. See Attachment 2.



IV.  PETITIONERS FAIL TO RECOGNIZE THAT, USING THE ALLOWED PRICING
FLEXIBILITY, SWBT COULD HAVE RAISED THE REVENUES PAID BY
PETITIONERS THROUGH OTHER MEANS.

The petitions of AT&T and MCI should be denied because retroactive and selective
application of an exogenous reduction provides SWBT with no opportunity to achieve its marketing
and financial objectives using the limited pricing flexibility inherent in the Commission's price cap
plan for LECs. If the Commission had required the 800 Data Base exogenous reductions now
requested by AT&T and MCI in a timely fashion, SWBT would have been able to make
management decisions to raise additional revenue to offset the resulting revenue loss. For example,
in 1993, SWBT was priced sufficiently below its price cap index in the Special Access Basket to
absorb the full amount of an 800 Data Base exogenous reduction, if the Commission had so ordered
in 1993. Subsequently, in 1994 and 1995, SWBT was priced below cap in the Trunking Basket by
approximately $5 million each year, more than enough to fully offset the 800 Data Base exogenous
reduction, if the Commission had so ordered in 1994 or 1995.

For the Commission to now require revenue reductions without allowing SWBT to utilize
other price cap rules and limited flexibilities and to reconsider SWBT’s financial and marketing
objectives would be an arbitrary and capricious application of a selected set of the Commission's
rules. The Commission should not grant the petitioners' requests that the Commission give
retroactive application to a selected rule without regard to the accompanying rules which provide

SWBT with the limited flexibility to mitigate such financial harm.



V. CONCLUSION

For the reasons discussed above, the Commission should deny the PFRs of AT&T and MCI.

Respectfully submitted,

SOUTHWESTERN BELL TELEPHONE COMPANY

12 C D
N

Robert M. Lynch
Durward D. Dupre
Mary W. Marks

J. Paul Walters, Jr.

Attorneys for
Southwestern Bell Telephone Company

One Bell Center, Room 3520

St. Louis, Missouri 63101
(314) 235-2507

December 11, 1996



Effective Dates

5/1/93 - 7/1/93
7/2/93 - 8/29/93
8/30/93 - 10/15/93
10/16/93 - 2/27/94
2/28/94 - 6/30/94
7/1/94 - 10/15/94
10/16/94 - 1/14/95
1/15/95 - 1/31/95
2/1/95 - 6/21/95
6/22/95 - 7/31/95
8/1/95 - 9/20/95
9/21/95 - 1/29/96
1/30/96 - 6/30/96
7/1/96 - 9/12/96
9/13/96 - 11/13/96

SWB BELOW CAP PRICING

May 1, 1993 through December 31, 1996

(5000's)

Annualized

$322

0

44
323

13

21
797
926
926
927

26
187
187
546
575

11/14/96 - 12/30/96 (est.) 471

12/31/96

Total Price Cap Revenue Foregone *

231

* 1993 Revenue Foregone
1994 Revenue Foregone
1995 Revenue Foregone
1996 Revenue Foregone

$ 1,262
0
431
556
1,873
7,561
8,465
8,919
9,388
9,702
62
398
2,384
10,075
10,138
9,710
9,304

Attachment 1

Revenue Foregone

Traffic Sensitive Trunki Traffic Sensitive Trunki

$53.7
0
5.5
121.1
4.7
6.1
199.3
354
363.0
97.5
4.0
66.1
71.9
109.6
95.8
589
.6

$1,299.2

128.3
231.4
582.1
3574

2 H L

$2103
0
53.9
208.5
680.4
2,205.3
2,116.3
341.1
3,679.8
1,020.3
9.5
140 8
993.3
2,022.7
1,689.7
1,213.8
255

$16,611.2

$ 3831
$ 4,766.0
$ 5,485.9
$ 5,976.2



Petitioners' Requested
Exogenous Amounts®

SWBT Actual Pricing
Below Cap®

Gross Revenue Reductions

Sharing Benefits
Already Provided

Net Revenue Reduction
Before Interest

Net Revenue Reduction
Plus Interest @ 11.25%

* The before-interest exogenous amount for SWBT requested by AT&T and MCIl on a

1993
1994°
1995
1996

1993
1994
1995
1996

1993
1994
1995
1996

1993
1994
1995¢
1996

1993
1994
1995
1996

1993
1994
1995
1996

Total

($ 000s)

Total

459.0
786.8
786.8
786.8

Traffic

Sensitive Trunking
Basket Basket
459.0 ---
365.1 421.7
365.1 421.7
365.1 421.7
128.3  not applicable
231.4 4,766.0
582.1 5,484.9
357.4 5,976.2
330.7 0
133.7 0
00

7.70

165.4 -
66.9 -
0 ---

165.4 -
66.9 ---
7.7--

204.6 0
74.4 0
-0

7.70

286.7 0

retroactive basis is the same annual amount ($786.8K) that the Commission ordered

prospectively.

® T ocal Transport Restructure allocated 53.6% of TS Basket to the new Trunking Basket.
° Amounts shown here detailed in Attachment 1 above and taken from SWBT's filings.

4 SWBT elected the 5.3% productivity offset / no-sharing option for the latter portion of

1995 and all of 1996.



CERTIFICATE OF SERVICE

I, Katie M. Turner, hereby certify that the
foregoing, "Opposition of Southwestern Bell Telephone
Company to Petition for Reconsideration of AT&T and MCI" in
Docket No. 93-129; 86-10 has been filed this 11th day of

December, 1996 to the Parties of Record.

Nage, W iymen,

Katie M. Turner

December 11, 1996



AVA B CLEINMAN

MARK C ROSENBLUM

AMERICAN TELEPHONE AND
TELEGRAPH COMPANY

295 NORTH MAPLE AVE ROOM 3245F3

BASKING RIDGE NJ 07920

RICHARD MCKENNA HQE03J36
GTE SERVICE CORPORATION
PO BOX 152092

IRVING TEXAS 75015-2092

JAMES P TUTHILL

JOHN W BOGY

PACIFIC BELL AND NEVADA BELL

140 NEW MONTGOMERY ST ROOM 1530A
SAN FRANCISCO CA 94105

JAMES L WURTZ

ATTORNEY FOR PACIFIC BELL
1275 PENNSYLVANIA AVENUE NW
WASHINGTON DC 20004

MICHAEL S PABIAN
AMERITECH OPERATING COMPANIES

2000 W AMERITECH CENTER DRIVE
ROOM 4H76

HOFFMAN ESTATES IL 60196-1025

EDWARD SHAKIN

BELL ATLANTIC TELEPHONE COMPANIES
1710 H STREET NW

WASHINGTON DC 20006

GAIL L POLIVY

ATTORNEY FOR GTE SERVICE CORP
1850 M STREET NW

SUITE 1200

WASHINGTON DC 20036

MARGARET E GARGER

PACIFIC BELL AND NEVADA BELL
645 E PLUMB LAND ROOM B124
RENO NEVADA 89502

JAMES T HANNON

US WEST COMMUNICATIONS INC
1020 19TH STREET, NW

SUITE 700

WASHINGTON DC 20036

M ROBERT SUTHERLAND

BELLSOUTH TELECOMMUNICATIONS INC
4300 SOUTHERN BELL CENTER

675 WEST PEACHTREE STREET NE
ATLANTA GEORGIA 30375



RANDY R KLAUS CPA

MCI TELECOMMUNICATIONS CORP
701 BRAZOS STREET SUITE 600
AUSTIN TEXAS 78701

MICHAEL J SHORTLEY III

ROCHESTER TELEPHONE CORPORATION
180 SOUTH CLINTON AVENUE
ROCHESTER NEW YORK 14646

WILLIAM E KENNARD
GENERAL COUNSEL FCC
1919 M STREET NW
ROOM 614
WASHINGTON DC 20554

JOHN BARTLETT

ROBERT BUTLER

WYLIE REIN & FIELDING

COUNSEL FOR AERONAUTICAL RADIO
1776 K STREET NW

WASHINGTON DC 20004-2608

ROY L MORRIS

ALLNET COMMUNICATIONS SERVICES INC
1990 M STREET NW STE 500

WASHINGTON DC 20036

MARY MCDERMOTT

LINDA KENT

UNITED STATES TELEPHONE ASSOCIATION
1401 H STREET NW - STE 600

WASHINGTON DC 20005-2136

MS JANET RENO

ATTORNEY GENERAL OF THE UNITED
STATES DEPARTMENT OF JUSTICE

10TH ST & CONSTITUTION AVE

ROOM NW 4400

WASHINGTON DC

INTERNATIONAL TRANSCRIPTION SERV., INC.
1919 M STREET NW

ROOM 246

WASHINGTON DC 20037

KEVIN DELILA

LEVINE BLASZAK BLOCK & BOOTH BY
COUNSEL FOR AD HOC TELECOMMUNICATIONS
USERS COMMITTEE

1300 CONNECTICUT AVE NW

WASHINGTON DC 20036-1703

RANDOLPH I MAY

SUTHERLAND ASBILL & BRENNAN
1275 PENNSYLVANIA AVENW
COUNSEL COMPUTER INCORPORATED
WASHINGTON DC 20004-10008



DAVID GROSS
RICHARD WHITT
COUNSEL FOR FIRST FINANCIAL
MANAGEMENT CORPORATION
1275 PENNSYLVANIA AVENUE NW
WASHINGTON DC 20004-1008

JOSEPH MARKOSKI
KERRY MURRAY

COUNSEL FOR NATIONAL DATA CORPORATION

SQUIRE SANDERS & DEMPSEY
1201 PENNSYLVANIA AVE NW
WASHINGTON DC 20004

PAUL J BERMAN

ELLEN K SNYDER

COVINGTON & BURLING

1201 PENNSYLVANIA AVENW

COUNSEL FOR ANCHORAGE TELEPHONE
UTILITY

WASHINGTON DC 20044

JOHN M GOODMAN

THE BELL ATLANTIC TELEPHONE COMPANIES
1710 H STREET NW

WASHINGTON DC 20006

JAY CKEITHLEY

CENTRAL TELEPHONE COMPANIES
1850 M STREET NW SUITE 1100
WASHINGTON DC 20036

MARY J SISAK

DONALD J ELARDO

MCI TELECOMMUNICATIONS CORPORATION
1801 PENNSYLVANIA AVENW

WASHINGTON DC 20006

JAY CKEITHLEY

SPRINT COMMUNICATIONS COMPANY
1850 M STREET NW SUITE 1100
WASHINGTON DC 20036

STEPHEN G KRASKIN

KRASKIN & ASSOCIATES

COUNSEL FOR ATLANTIC TELEPHONE
MEMBERSHIP CORPORATION

2120 L STREET NW SUITE 810
WASHINGTON DC 20037

JEFFREY BORK

U S WEST COMMUNICATIONS INC
1801 CALIFORNIA ST SUITE 5100
DENVER CO 80202

THOMAS J MOORMAN

GENERAL COUNSEL

REGULATORY AND INDUSTRY AFFAIRS

JOHN STAURULAKIS INC

COUNSEL FOR CENTURY TELEPHONE OF OHIO
6315 SEABROOK ROAD

SEABROOK MD 20706



WILLIAM D BASKETT Il
THOMAS E TAYLOR

FROST & JACOBS

COUNSEL FOR CINCINNATI BELL
TELEPHONE COMPANY

2500 PNC CENTER

CINCINNATI OH 45202-4182

PAULA WAGNER

GVNW INC/MANAGEMENT
2270 LA MONTANA WAY
COLORADO SPRINGS CO 80918

BENJAMIN H DICKENS

GERALD J DUFFY

BLOOSTON MORDOFSKY JACKSON & DICKENS
COUNSEL FOR LUFKIN-CONROE TELEPHONE
EXCHANGE INC

2120 L STREET NW

WASHINGTON DC 20037

ROBERT A MAZER

NIXON HARGARVE DEVANS & DOYLE
COUNSEL FOR LINCOLN TELEPHONE
ONE THOMAS CIRCLE NW STE 800
WASHINGTON DC 20015

EDWARD R WHOLL

WILLIAM J BALCERSKI

NEW YORK TELEPHONE COMPANY AND

NEW ENGLAND TELEPHONE AND TELEGRAPH
COMPANY

120 BLOOMINGDALE ROAD
WHITE PLAINS NY 10605

RODNEY THIEMANN

REVENUE REQUIREMENTS MANAGER
GREAT PLAINS COMMUNICATIONS INC
1635 FRONT STREET

BLAIR NE 68008-0500

HOWARD J SYMONS

KEITH A BARRITT

COUNSEL FOR LAFOURCHE TELEPHONE CO
701 PENNSYLVANIA STE 900

WASHINGTON DC 20004

DIANE SMITH

VICE PRESIDENT OF FEDERAL GOVERNMENT
AFFAIRS

ALLTEL SERVICE CORPORATION

1710 RHODE ISLAND AVE NW

SUITE 1000

WASHINGTON DC 20036

JOANNE SALVATORE BOCHIS

NATIONAL EXCHANGE CARRIER ASSOCIATION
100 SOUTH JEFFERSON ROAD

WHIPPANY NJ 07981

GEORGE PETRUTSAS

PAUL J FELDMAN

FLETCHER HEALD & HILDRETH

COUNSEL FOR ROSEVILLE TELEPHONE COMPANY
FLETCHER HEALD & HILDRETH

1300 N SEVENTEENTH ST

ROSSLYN VA 22209



ROCHELLE D JONES
DIRECTOR-REGULATORY

THE SOUTHERN NEW ENGLAND TELEPHONE
COMPANY

227 CHURCH ST 4TH FLOOR

NEW HAVEN CT 06506



